
  UNDERSTANDING THE 

CAPITAL GAINS TAX 
“The purpose of making investments is to, hopefully,  

make a profit at some point.  When you sell a piece of  
real estate or stocks and bonds, you should expect the  

IRS to want its share of those profits.” 

DEBORAH SEXTON 
FAYETTEVILLE ARKANSAS ESTATE PLANNING ATTORNEY 
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The profit you make is known as your “capital gains.” The tax the IRS 
will impose can be substantial. 

 

However, if you are familiar with how capital gains work and ways to lower 

the potential capital gains tax, you may be able to save some of your 

investment. 

 

WHEN THE CAPITAL GAINS TAX IS ASSESSED 

Earning a profit means the sales price for your asset is higher than the price 

for which you initially purchased the asset.  The IRS calls this profit a 

“capital gain.”  So, if you purchased a gold watch for your husband for 
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$600.00, and he sells it 

later for $1,000.00, then 

your capital gain is 

$400.00.  The 

government will then 

impose a tax equal to a 

certain percentage of 

that capital gain.  One 

thing to remember is 

that the capital gain is 

only “realized” when the asset is actually sold.  If the gold watch simply 

increases in value, but you do not sell it, there is no capital gain to be taxed. 

ARE ALL OF MY ASSETS TAXABLE? 

These profits are referred to as “capital” gains for a reason.  The tax is only 

imposed on the sale of a “capital” asset.  But, the IRS defines this term very 

broadly, so that nearly everything you own or use for personal or 

investment purposes, will be countable.  The most common capital assets 

are securities, real estate and valuable collectibles.  If you sell a capital asset 

and make a profit from that sale, then it will qualify as a capital gain and be 

taxed accordingly. 

LOWERING YOUR CAPITAL GAINS TAX 

One concern many investors have is whether it is better to make short-term 

investments at higher interest rates.  However, once the capital gains tax is 

imposed, you are likely to earn much less profit than you might have 

expected.  Actually, avoiding short-term investments can save on capital 
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gains taxes.  With a long-term investment, which typically has a much 

lower tax rate, you may pay no taxes on your capital gains, depending on 

your tax bracket. 

WHAT IS A “STEP UP IN BASIS?” 

 Capital gains taxes are handled differently when inherited property is 

involved.  There is a specific tax break, the “step up in basis,” which can 

save a substantial amount of taxes by adjusting the value of your 

inheritance.  Here is how it works.  Suppose you inherit a home from your 

aunt, which she purchased for $70,000, more than fifteen years ago.  If you 

sold the house now for $250,000, then your capital gain would be 

$180,000.  But, the house is now actually worth $200,000.  So, with the 

step in basis rule, the basis for determining your capital gain (or profit) 
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would be $200,000, not the $70,000 for which it was originally purchased.  

That saves you $130,000 in capital gains, which would reduce your capital 

gains tax substantially. 

 

OWNERSHIP DECISIONS THAT IMPACT 

ELIGIBILITY FOR THE STEP UP IN BASIS 

 

 As easy as the concept seems, there are decisions you can make that may 

jeopardize these tax savings.  Two of the most common problems are 

having joint ownership of your home with your child or your spouse.  Joint 

ownership with your child will prevent him from benefiting from the step 

up in basis rule, because the original purchase price will be your child’s 

http://www.arkansas-estateplanning.com/


 
 

Understanding the Capital Gains Tax                           www.arkansas-estateplanning.com 
6 

basis.  If you want your child to inherit your home, then you should 

consider transferring your home to a living trust, with your child as the 

beneficiary.  The same is true if you hold the title of your home in joint 

tenancy with your spouse.  The surviving spouse will be required to pay 

capital gains tax based on the original cost of the home. 

 

HOW TO PRESERVE THE STEP UP IN BASIS 

When it comes to assets that typically appreciate significantly over time, the 

step up in basis rule can be extremely valuable.  However, making mistakes 

that could easily be avoided may result in the loss of a significant tax break.  

The best way to preserve this valuable tax break is to discuss all of your 

options with your estate planning attorney. 

If you have questions regarding capital gains, or any other investment 

planning needs, please contact the Deborah Sexton Law Office online or by 

calling us at (470) 443-0062. 
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About the Author 

Deborah K. Sexton 

As the sole attorney in the Fayetteville law firm of 

Deborah Sexton Law Office, Deb oversees a 

practice devoted to providing clients with the best 

in estate planning. 

 

Deborah Sexton, C.P.A., J.D., L.L.M., combines 

an extensive background in accounting with a 

wide range of legal experience to provide her 

clients with a uniquely practical perspective. An 

attorney since 1983, she now devotes her practice 

primarily to estate planning and elder law. 

 

EXPERIENCE 

After obtaining her undergraduate degree in accounting from Abilene 

Christian University in Abilene, Texas, she worked in Dallas in public 

accounting for several years, and then went to the University of Arkansas 

Law School in Fayetteville. Upon graduating from law school, she went on 

to obtain an L.L.M. degree in Taxation from New York University. 

 

Deborah Sexton Law Office 
www.arkansas-estateplanning.com 
 
2766 Millennium Drive 
Fayetteville, AR 72703 
Phone: (479) 443-0062 
Fax: (479) 443-2001 
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